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THE DANGER OF CENTRAL BANKING DIGITAL CURRENCIES

As we shift to predominantly digital financial systems, pushes for central bank digital currencies (CBDCs) have
increased. These currencies, in theory, will allow Americans without a bank to have an additional financial
service, create faster payments, and preserve the dollar’s status as the world’s reserve currency. However, these
supposed benefits are not unique to this type of currency and threaten Americans’ financial privacy and security.
The risks far outweigh the alleged benefits of CBDCs.?

BACKGROUND

e Whatisa CBDC?

» A CBDC is a digital currency issued by a country’s central bank, similar to a cryptocurrency, except its
value is fixed by the central bank and equivalent to the country’s fiat currency.?

» Aside from being a liability of the country’s national central bank versus a commercial bank, the main
difference between a CBDC and money in a checking account via debit card, Apple Pay, or Venmo is that
dollars used in traditional accounts are entirely fungible and interchangeable.® Each dollar is identical.

» CBDCs, on the other hand, are programmable, unique, and easily surveilled. This uniqueness and
centralization mean they are entirely under the monitoring and control of the federal government. This
includes all transactions, savings, and investments with a CBDC.*

e Are CBDCs pending in the United States?

» In September 2022, the Biden administration released a framework for regulating digital assets. This
included the idea of developing a CBDC for the United States.®

» The Federal Reserve is also exploring the possibility of issuing a CBDC. While they have stated that they
“ideally” would act on this with the support of Congress,® they have no constitutional authority in the
matter,-as our Constitution gives Congress the sole power to issue currency.’

» The Federal Reserve will soon release its new instant payment system, “FedNow,” which is not a CBDC
but contains many of the concerns of CBDCs and is possibly a precursor to a Federal Reserve effort to
institute one.®
» FedNow, a government-backed system similar to private sector systems like Zelle, raises significant

privacy issues. Once this is implemented, the Federal Reserve will have access to details of

transactions, which could lead to fourth amendment violations of consumer data and potential
exposure of this data to hacking.®

e Dangers of CBDCs

» CBDCs threaten Americans’ financial independence, as the government would be able to surveil the uses
of a centralized digital currency.® In addition, the technology of CBDCs would allow for programmable
spending, which the government could use to decide what people do with their own money.!!

= For example, limits could be set on how many digital dollars could be used to purchase products
such as beef or fossil fuels or donate to religious organizations and non-profits.




» As concerns about the weaponization of government have increased, giving this sort of authority to
unelected bureaucrats is dangerous. The nature of CBDCs gives the central bank absolute authority over
its regulations and usage. It is plausible to imagine a situation where the government could unlawfully
freeze or seize the financial resources of Americans.

= This unfettered power over resources could lead to a situation similar to those in Operation Choke
Point, an illegal initiative by the Federal Deposit Insurance Corporation (FDIC) and the Department
of Justice that pressured banks to stop providing services to certain businesses, such as gun retailers
and payday lenders, allegedly to prevent fraud.'? The Trump administration ended Operation Choke
Point in 2017.1

= The government could wield the power of CBDCs to conduct a similar, politically motivated
operation. There is a recent precedent for similar actions in Canada, when banks froze the accounts
of even minor Freedom Convoy participants protesting vaccination mandates.*

» Privacy and data protection issues and financial crimes could threaten consumers’ privacy rights and
result in the loss of assets.®® Aside from the issue of the government monitoring our data, the central
storage of transaction data leaves it vulnerable to hackers and leakers. Instituting a CBDC would require
consumer reliance on the government to protect our data and money from theft by cybercriminals.

POLICY SOLUTIONS

e Congress should adopt policies that protect the privacy and security of Americans and do not allow the
centralization of authority over Americans’ financial decisions.

e Congress should pass H.R. 1122, the CBDC Anti-Surveillance Act,*® which would prevent the efforts of
unelected bureaucrats from issuing a CBDC that strips Americans of their financial privacy.!’

e Congress should consider a House counterpart to S. 967, which will amend the Federal Reserve Act to
prohibit the ability of Federal Reserve banks to issue CBDCs without prior congressional approval.®
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